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DeAngelo (1981) £t 9 THIEFH 4 (aggregate quasi rents) » PL K Dye (1993) 42 i Y
TEEEAIL] N B FARTRE o AT E AT LA T J7 AR 20 [ vEEREL AN D AR TR i > R
U 5 19k 55 MRS AN il 55 5 &8 1) 45 Rl FE AR AR 5% > e 7= 2 w04 26 0 S B B B~ N
THILE B A bk ~ A5 55 Rl AR DA S TPO $IAN 19 92 i A% B 55 5% (Balvers er al., 1988;
Eichenseher er al., 1989; Teoh and Wong, 1993; Lenox, 1999; Francis et al., 1999; Pittman
and Fortin, 2004) °
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TAAFITFRSH > ik S5 BAR T X s MEBAL DR R B > sk
TR IEL > BWA R TRAVERGCEE S & (R&1E > 2005 5 J&EFH
KA > 2007 5 Chan and Wu, 2009) © AR SCIERRUET —DEARIH 1A E1F
Bt B R L2 T SORA IR A BB THIFAESE > DA R IA X 14T
A RRE o H= » T RSB TOUE I T TR T4 T A BURAE A (Chen and
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T2 A B AT AT REANIR 55 DU AHOR o MR DLL M N OIS > T W 55 s 20
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KEZ > PrUEES N RERRENHE IS o H 2> Dye (1993) MIAJ > 1EIFIAK
RN > P SEZ MR B 7 A UGS (DARIRE) > RN EEE L AR
A I« IX UL AR B A ALE B SERVE T - 87 O AU IR 55 s Y
RIERMEPEHCAR o MAEIX — 28 > Frif i ihlk 55 B8OV i — BRSO R SR > 24 K
FAAILN L R S B R A7 > A7 105 T ISOR B AR A LU Y 2495 (s ) - A%
A7 B9l 55 BAEASS - AR 4 DIAL2 F OB ) 28 & > %8m0 J 2 B0k
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SRS TRAAAYER (Chen and Yuan, 2004; Pistor and Xu, 2005 ; PREAEE
2008) - M A AR SUHY AR L -

A A U AR B O 7 P A T BRI AR - ARG SEdL 2 3 AT itk
AT aX SRR 55 B BN B A RIS o BEAL > FIHERE B0 W AR RN R A 2
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M55 B EHARA G > R X RO SR WA i B A R AME - DT RERS .35 1 AR Y
THIT BTN o TR TE I 0 A R B R AR AR AR YE RN WRAT AT DA B s
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FAF o Ho— o ARMORY SRR T EE O T R I R o R A MO SRR
AR > BNEE R B A T L2 AT AT 25 I w37 1Y 5 24T
NIFEYE - PRSI IRSGSIE o 2 FEESEMT o WE IR T 5 KW it
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T A BIIESE Mook 555 | 28R > Jx BEAY ik A B I A A% 1 DA RAR Oy 45 BB R 4
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R (Discretionary) RAHMLAGEFRAL 11 J7 X o HEan - DL/ N oE 3 02 15 8 B R 2
VR J2 15 MR A0 GRS 0 HI I (R R o = ARE 22 (200111069 5755 T ENA M2 3
Ui~ 2 U 5 55 BT UE 25 30 0 AR 5l 55V AT IR AR A ZMZ VRSB R » FEIL B — € A 1F Y
TEOLT - H 7 B PO TEAR R IR - X O e A I T W A SR it T R F A o T 2
2002 FFE W EAR SR R AE > FTIEAE ML E A B AN S T AT 1ax — O & S

5P A D VE A2 ST 255 T 2000-2001 4E B 3IE 25 14 W] GIE AR AR A S AL HE
DB 17 7R ) NI B 56 F 2000-2001 4F B2 J1E 35 78 v] JE AR A A% DA S /b 3R W A it
) (42 [2002]1031 5) 88 SCEERIAR S AR IR GE -
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W2 SCRA AN S5 BAR R T IAE Bfredi > T hix — i fF i RO RIS 8
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CAR,,, = o + B,ABS + B,SP + B,OP + B,LOSS + B CURA + B,OCF
+ B,HER5 + B.LIQ + B,INDEP + f, DE + B, SIZE (1)
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A7 38 2000 2 2001 45 FEUEF5 17 0] UE AR AL 22 THIN S5 55 BT 44 B0 21 K > 43X 02 FUE I
EEAITH > B> W RS FNAHCE R - ABS HH T 55 &
PSR W23 5] 2001 4 9 4F BE it 10 3% 25 st o] B e FH L S HE SRR > ]2 > B
14 H BE 5 2000 44 1 B fi KA H AR XS BGE © S0t > AR SCBERSR A T 2001 4219 1
A AV AT 15 15 BRI ABSAS & > [ A 2000 4FF A 1L 5505 B 7E R
BRI o F T T A% B AR TR S 2 T 4 e B0 o 1 5 il S5 AR AR S
TR RBAETE IR 2 > WRBEE T EIRZE A AL RN - EERATZ
Pl SCRRZE AR 7k o FESE—Fhe O =0T - didg Ly Beny 5 U o 1E i
W55 g 25 HIISARIE I T K BN > RIF= Fiidg b Dok = dh b e a K
Z W TR (L BT o ZAELR > 2006) o PEMG > ASCHHIHE A T 2001 4B R FEL
B (DNUM) M BB (DCLI K#EATHES » AR R A T HEA A
HI S MABS BT > AW 0 o Sy R HIWr 55 Fir B9l 55 > AS SOG Wind 2088 18 Hh Bk i
W 55 T B RRIEAT T AR > X I Ir i a8 > bRiR iy i 45 2% 711l ih 2
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B B EARER TR W OP ~ B IE S &2 MR W HE O CF L K i sh bR
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WL L1Q Fn b ST # = |5 H H A WM A LLBIINDEP - BLAb » AR SRS T FEA A 7
A= R R LEV AU G 10 R B SIZE e > AR SCHERERS fp N 1 47 Ml R 0
AS g o N AT R IAAS B 2 M 2 LM > ASCETRA T 6 IR R
HTAEEEMATR AR » A SCHPF RIS o fE s M7k > WA T 4
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]/1 PR B HATESTT

RS, MA%  tfEZE RME S RKE fE R
CAR, 592 0.060 -0.220 0.129 -0.010 -0.003
DNUM 592 0.388 0.000 1.000 0.184 0.000
DCLI 592 0.349 0.000 1.000 0.142 0.000
NUM 592 11.792 2.000 49.000 22.926 20.000
CLI 592 0.754 21.934 25.528 24.238 24.241
sP 592 0.283 0.000 1.000 0.088 0.000
or 592 0.315 0.000 1.000 0.111 0.000
LOSS 592 0.233 0.000 1.000 0.057 0.000
CURA 592 1.134 0.488 6.883 1.903 1.561
OCF 592 0.071 -0.149 0.250 0.046 0.043
HERS5 592 0.156 0.025 0.703 0.252 0.222
LIQ 592 0.121 0.127 0.734 0.385 0.366
INDEP 592 0.068 0.000 0.727 0.018 0.000
DE 592 0.159 0.075 0.839 0.412 0.403
SIZE 592 0.774 19.315 23.153 20.935 20.854

CAR, ¢ A RONE DR 2BURHUR R > H BRI T 075 2% R B4 20 A H
[l s 2 IR AL A AR R R 4E G B R s DNUM - YFEARA R A 1T BA R
ERHFEG - BN 3 DCLI - MFEAR A B0 1 BA T P RS EG - B0 5 NUM -
FEARNF TR P BCE 5 CLI - FEASA RN IT % P 37 AR B SR8 5 SP - MEARA
] 2000 4F VA S A 87 1 HUAEAL T (0,0.01] Z LT » N0 5 OP « FEARZ ] 2000 4F
TR > 2 B AEAR e R AR B PR WL > S0 5 LOSS - AR T 2000 475 L HL
1> N0 5 CURA « FEARN T 2000 4E IR BT LR 5 OCF @ FEAVAS ] 2000 44 E 15 sh R & T
AR WE s HERS - FEARA F] 2000 4571 5 KR FEIE LL BT/ 5 LIQ - AR
23] 2000 4E A E B LA 5 INDEP - FEAR A 5 200045 3 37 7 55 |5 35 H AR 0L H B 5 DE - FEAR
AT 2000 AEIY R FE AR R 5 SIZE © BEAR S FAEAR G 10 A AR X4

ZEil| FEAR CAR, , CAR, , CAR CAR, , CAR, |
o 109 0.002 0.004 0.002 0.002 0.002
g 483 -0.003  -0.005  -0.011  -0.009  -0.013
T{H 1.80* 257 2.64™** 2.24%% 2,62
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MR LA > B & R0 - AR B (2% 5 A 0.005 284K 4 0.015
BARI NS ES - I H > BFE 0 KB ALE 2 R T 10% 1K-F L8
AR o ARBLH WIS R 28 5 > aX A SR WIS B 8 R DT AL S5 R o T
SR R ALY o R o B2 R T R B AL 22 S AR

éﬁ%” ﬁziii CAR/-] 2 1] CAR/—Z 2 2] CAR/—? - 3] CAR/—4 o 4] CAR/—i 2 5]
S 109 0.001 0.004 0.000 0.004 0.001
gl 483 -0.003 -0.002 -0.006 -0.003 -0.005
ZAH 2.04%%  2.77Fx* 2.41% 2.07** 2.09%*
—e— A4l 0.005
—— A 0 L ~e—1 ! |
£ -0.005 | '/'\./'\.
2 001 F 1 2 3 4 5
e
% _0.015 |
-0.02 b

[EEEES

* e e 23 B 2R Wilcoxon BRI TE 109% ~ 5% F1 19 M 7K F- L3 Z % > W2 -
2 Tl S5 F 0N Y 2 i) A 250

M 20T AR > o B A6 245 SR A0 4 (AL 10 25 SRS A A > AE A 0
S > AL 22 AR R A - X EE T8 Il 55 AN R A7 AE

(=) EIEA
AL (1) T F AT 8 A9 2 o el it > SRR 2 -
FR2 MR Ik 55 BN — R/ AR ] )

ABS = DNUM ABS = DCLI ABS = NUM ABS = CLI
2B P AN P AM P AN PfE
o -0.0926 0.18 -0.0711 031 -0.1035 0.14 -0.2723**  0.00
ABS 0.0172°**  0.01  0.0125*  0.08  0.0005** 0.01  0.0092** 0.01
SP -0.0519%*  0.00 -0.0518%* 0.00 -0.0523** 0.00 -0.0529***  0.00
or 0.0109 020  0.0124 0.15 0.0113 0.18 00114 0.18
LOSS 20.0196*  0.09 -0.0225**  0.05 -0.0196*  0.09 -0.0210*  0.06
CURA 0.0005 0.86  0.0004 0.89  0.0004  0.89  0.0009 0.76
OCF 0.0928%*  0.01  0.0901**  0.01  0.0956** 0.01  0.0933** 0.0l
HERS 0.0408*  0.04  0.0397%  0.05 00394 005 0.0359*  0.08
LIQ 0.0389 012 0.0373 0.14  0.0368 0.14  0.0351 0.16
INDEP -0.0257 048 -0.0311 039 -0.0233 052 -0.0304 0.40
DE 0.0001 1.0 0.0023 092 -0.0012 0.96  0.0041 0.86
SIZE 0.0023 050  0.0014 0.69  0.0025 047  0.0005 0.89
FEA 592 592 592 592
Adj R? 0.0846 0.0774 0.0830 0.0846
e 4,64 4317 456 4,64

o R AR R E AR TE 10% ~ 5% F 1% /KT B RR K - W 5 BRI & 41
Tl s & > R FRIEASIH - B EE X R -



S ORI B Il 55 AR

HTRIER S IE - Z2BR TIHNARENCAR, | WA EER - HAE R IR
LS T BUBAENR R 2 o MR 2 Al DUR > 7R T 0 55 XU ~ 23 Rl LA
HoA A FRFE NG > A DM R 20K E CH Ik 55 & > ABS A RRIAG T R B N IE
B3 O » fFFE T - W78 A 16 Y8 A s SR8 R ARYE hll 55 8 0 2 T X%
P R (LR T o (o] VAR B i 45 2R > EDIE 1 ol 55 5 A0 T 4 RN Y i 5 B i
FAOR > OIS BRE R A7 10 1 f5 SempL e 3 SOBE A2 3] 1 A A4 )

(Z)#— R

(3 5 /N 3R ] ) SRRy b > AR S i R SR T A RS I SR AR B 2 1Y)
HE o HE  BEEY Karafiach (1988) [ R IAAR 1 RN WF AR Y > 123592 Fr b
FIFR 53— P B4 T R A [ i A B > e 1) 7T S A R SR A T b e 4 R
A o 5 TR (1) 3F 25 5 (BARBEE THINIZE S B - BARME R
XA H O 0 IRIIIE] -5, 5] A 11385 HRSL 1T REUVS A A, > SR F
FAEAY B X — A FIERF S (<120, 5) B952 5 BARHEATAE I > BORIB ILF ¢

DRET = o + B MDRET + B,A, + BA, + B A + BA, + BA, +
ﬁ7A6 + ﬁ8A7 + ﬂyAS * ﬁ]0A9 + ﬂl]Al(} + ﬂIZAII + & (2)

H A DRET 175 180 4 LU R T 9 9/ i B [0 4 > MDRET 9 8 vl (B AL 32
TR E S SRR MR-G5 B B o MR T /D U85 5 U0 R B08 7 pg
WHMESS - BFEMET B2 B, UM N ZBUEH R KCAR, > KCAR,  WifE
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Abstract

The motivation of large auditors to engage in opportunistic behaviour will be lower if
their potential losses from damage to reputation and litigation penalties are higher. This
paper aims to provide a theoretical analysis of and empirical evidence for the question of
whether the audit business scale effect (ABSE) may result from audit regulation. In 2002,
five CPA firms were disqualified because of audit failures or violation of professional
rules. I conduct an event study and find that the more businesses an auditor has, the
higher the cumulative abnormal return (CAR) its clients will have. Such a finding reveals
that investors will revise their expected market value of listed firms in accordance with
the auditor’s business scale. A possible explanation is that both investors and auditors
receive a signal for a positive relation between the audit business scale and the cost
of misconduct from such regulatory activities, since opportunistic behaviour will cost
each dishonest auditor the loss of all its businesses. When investors expect that large
auditors will have greater incentive to provide high quality audits because they have more
businesses at risk as a result of regulation, the market values of listed firms with large
auditors will thereby increase. Taking everything together, this paper indicates that audit
regulation leads to ABSE, since regulators can warn honest audit firms while punishing
dishonest ones.
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The Audit Business Scale Effect of Regulatory Activities

l. Introduction

Because of the prevalence of information asymmetry, researchers have paid much
attention both to interactions among the stakeholders of auditing services and to audit
market equilibrium. In general, audit quality is likely to be related to variables that affect
the motivation of auditors to engage in opportunistic behaviour, such as aggregate quasi
rents and the depth of the auditors’ pockets (DeAngelo, 1981; Dye, 1993). Consistent
with such conjectures, a great deal of evidence now shows that the business scale
of an audit firm is positively related to indicators of audit quality, such as a client’s
earnings response coefficient (ERC), fairness of accruals, cost of debt financing, and
the attenuation of under-pricings in initial public offerings (IPOs) (Balvers et al., 1988;
Eichenseher et al., 1989; Teoh and Wong, 1993; Lenox, 1999; Francis et al., 1999,
Pittman and Fortin, 2004).

This paper focuses on the formation mechanisms of the audit business scale effect
(ABSE) under systems of reputation and litigation, such as the disqualification of
dishonest auditors in response to regulatory activities. In an event study on such activity,
I find that the market value of listed firms will be revised according to the business scale
of the auditors as the association between the cost of misconduct and the audit business
scale is enforced. This result indicates that regulators point out the cost of opportunistic
behaviour to auditors and investors through their regulatory activities.

This study contributes to the audit literature in several ways. First, it adds new
evidence concerning the development of the formation mechanisms of ABSE. DeAngelo
(1981) and Dye (1993) show that both quasi rents and litigation are able to activate
ABSE. In contrast, my study investigates whether regulatory activities can result in ABSE
when regulators try to eliminate opportunistic behaviour by presenting the cost of being
dishonest. Second, this research reveals additional information about audit quality and the
characteristics of the distribution of audit services in China. Although the research results
on China’s audit markets are mixed, the information content of the evidence could be
enhanced by certain approaches, such as using the mode of concentration of audit services
as an additional variable, and constructing research settings based on major events in
the audit market (Zhang, 2005; Zhou and Lu, 2007; Chan and Wu, 2009). To contribute
to the literature on China’s audit markets, this paper focuses on a disqualification event
and extends the general audit framework with a new variable, which is a demonstration
of the cost of audit misconduct. Third, research in recent years shows that regulatory
activities in China are of great benefit to investors (Chen and Yuan, 2004; Pistor and
Xu, 2005; Chen et al., 2008). Clearly, we need more evidence to reveal all the processes
involved in regulatory activities that protect investors. This paper is expected to meet

this requirement.
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The remainder of the paper proceeds as follows. In the next section, I develop a
framework for ABSE through which to examine whether regulatory activities can act
as a formation mechanism for ABSE. Section III describes the sample data and models.
Empirical tests and results are reported in the fourth section. Finally, I conclude the

paper with implications for future research and a summary of this study’s limitations.

II. The Audit Business Scale Effect Activated by
Regulatory Activities

The size of an auditor will significantly influence audit decisions if an ABSE
exists. As far as auditors are concerned, the audit business scale is likely to be related
to losses owing to audit failures, and therefore will affect an auditor’s commitment to
independence, whereas clients will use the size of an auditor as a proxy for audit quality.
Altogether, ABSE has implications for practice because it reveals the underlying realities

of audit contracts.

1. A Standard Framework for the Audit Business Scale Effect

DeAngelo (1981) posits that both the technological capabilities (discovery) and
independence (report) of an auditor are determinants of audit quality. In terms of auditor
competence, the probability that an auditor will detect mistakes in a financial report and
the reporting incentives of a client depend on (1) the auditor’s abilities in describing
the economic realities with accounting information, (2) the resources the auditor has
spent for understanding the specific information about the client’s business, and (3) the
auditor’s capability of discerning the characteristics of investor information requirements.
On the other hand, an auditor’s independence benefits from both effective incentives
and regulatory activities, from which researchers can detect variables that are related to
quality. For example, DeAngelo (1981) shows that large auditors with more quasi rents
are more motivated to commit to higher quality audit services since they have more to
lose if the audit fails. Dye (1993) posits that auditors with more business have greater
incentive to be independent in auditing, since they have more wealth (deeper pockets)
at risk of litigation penalties. The association between auditor size and audit quality
can therefore be observed in terms of reputation damage and litigation penalties. Taken
together, the standard framework of ABSE includes the following steps. First, a given
mechanism (incentive or regulatory) has a persistent influence on auditors. Second,
the power of such influence is positively related to the audit business scale. Third, the
relation between audit business and audit quality is enforced through the probability of
the occurrence of opportunistic behaviour. Finally, both auditors and clients consider the

audit business scale an important determinant in making audit decisions.
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2. Demonstration of the Cost of Opportunistic Behaviour in
Disqualification Activities

In addition to reputation and litigation systems, regulatory activities also have
a significant influence on auditors and therefore deserve attention. Audit regulation
is important in China for three reasons. First, the reputation mechanism triggered by
repeated transactions is gradually developing, inasmuch as both the quantity and the
complexity of audit services in China are lower than those in developed markets.
Second, China’s legal protection system has just undergone a gradual process of
construction (Shen, 2004). The litigation system founded on litigation cost control and
law enforcement experience is still under development. Third, a good deal of literature
has presented the need for an active role by a regulatory system in an emerging market
like China’s (Chen and Yuan, 2004; Pistor and Xu, 2005; Chen et al., 2008). Regulatory
activities are thus important in emerging markets.

In fact, regulators not only punish auditors for opportunistic behaviour, but also
warn them against potential misconduct. This is why regulation is able to activate
ABSE. Moreover, ABSE will be enforced if the cost of being dishonest is demonstrated
in the punishments imposed through regulatory activities. I posit two conditions that
are essential to this cost demonstration. One is that both auditors and investors receive
comprehensive information about the association between the audit business scale and
losses from punishment. The other is that regulatory activities are long-lasting, and
thus can significantly change the expectations of auditors. From the auditors’ point of
view, the cost of dishonesty is demonstrated in three stages: First, auditors observe
sufficient information from regulatory activities such as instituting responsible executive
departments, performing reviews, and implementing punishment schemes. Second, they
evaluate the cost of potential opportunistic behaviour. Third, both auditors and clients
incorporate the results of the evaluation into audit decisions. Overall, regulators not only
punish dishonest auditors but also warn others in the course of supervision.

In an annual inspection of auditor qualifications for 2001, regulators — including
the Chinese Institute of Certified Public Accountants (CICPA), the Ministry of Finance
(MOF), and the China Securities Regulatory Commission (CSRC) — disqualified five CPA
firms owing to audit failures or violations of professional rules.® These disqualification
events drew much attention because of several significant audit failures that had occurred

in 2001. To monitor opportunistic behaviour and protect investors, regulators punished

3 See the Application of Opinions from the Annual Inspection of Auditors’ Qualification for Auditing

for 2000-2001 announced by the CICPA, and the Responses to Opinions from the Annual Inspection
of Auditors’ Qualification for Auditing for 2000-2001 issued by the MOF.
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the dishonest auditors by revoking their practicing licences. Such a supervision scheme
is likely to activate ABSE for the following reasons. First, since the major determinant
of disqualification is opportunistic behaviour during an audit, regulators will warn
against all potential misconduct, likely reducing the motivation for misbehaviour.
This warning system could change investors’ expectations of the listed firms (clients).
Second, after sorting the auditors by numbers of clients in the latest financial year before
disqualification, I find that two of the disqualified CPA firms are among the top 10
auditors, another two among the 10th to 20th, while the last one is positioned within the
20th to 40th. The result shows that an auditor’s entire business will be eliminated no
matter how large the auditor size if dishonesty is found. If opportunistic behaviour leads
to a loss of all business, then large auditors with more business will have higher incentive
to avoid misconduct. Since both the determinants and consequences of regulation can be
clearly observed, the information content of a disqualification event is sufficient to meet
the requirement of ABSE. Although it is hard to identify all criteria for disqualification
from public information, it is obvious that investor losses from audit failures have great
influence on regulatory discretion. Third, the Guide for Annual Inspection of Auditors’
Qualification for Auditing issued by the MOF and CSRC provides the rule basis for
disqualification activities. The disqualification events occurring in 2002 show that
the rule-based audit regulation had been further enforced. Last, the warning effect of
disqualification activities is persistent, since disqualification events are always probable
following the annual inspection.

Although several audit failures have been disclosed before the disqualification
events, not until the licences of those firms are revoked will the necessary conditions
for examining the ABSE triggered by regulation be fully met. The first condition is
that the rules and regulations must not only exist but also work. For example, in 2002
regulators effectively implemented disqualification rules, showing that the supervision
of the audit market is working well. The second condition is that the warning effect of
the punishment scheme must be persistent. Punishment following annual inspections is a
good example. The last condition is that the number of disqualified firms must be high
enough to demonstrate the cost of opportunistic behaviour, and that auditors are able to
observe adequate information about the determinants and consequences of misconduct.

In sum, when it is shown that the cost of opportunistic behaviour is positively related
to the audit business scale, large auditors will have more incentive to be honest. As a
result, investors will revise their expectations of a client’s market value in accordance
with the audit business scale, because audits can reduce agency costs and enhance
firm value. In short, the more clients an auditor has, the higher the client’s cumulative
abnormal return (CAR).
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I1l. Research Method

1. Research Model

As shown in the analysis of the ABSE of regulatory activities, the cost of
opportunistic behaviour has been demonstrated and will be perceived by the market. In
other words, a client’s market value will change since an audit can reduce the agency
cost of information asymmetry. To test for the ABSE, I investigate whether investors
will revise their expectations about the client’s market value in accordance with the
audit business scale. The empirical relationship between the audit business scale and
CAR captures ABSE through market perception, in which the decrease in the auditor’s
motivations for opportunistic behaviour is measured by the increase in the client’s CAR.

The following model is to be estimated:

CAR[,5,5] =a + B, ABS + B, SP + B, OP + B, LOSS + B, CURA+ B, OCF
+ B, HERS + B, LIQ + B, INDEP + f,, DE 48, SIZE, (1)

where CAR[_S’ 5 is the CAR of listed firms (clients) over a short window of [-5,
5]. The daily abnormal return is calculated by subtracting the daily return weighted by
tradable share value with cash dividends reinvested from the firm’s daily return with cash
dividends reinvested. The event day is 4 January 2002, on which the CICPA released
the list of CPA firms that had passed the annual inspection for 2000-2001, and the
information of ABSE began to flow into the market.* 4BS is the audit business scale
computed on the basis of audit business information for 2002 instead of 2001, since the
event day is much closer to the announcement period for the annual reports of 2001
than those of 2000. I also test ABS based on 2000 data in sensitivity tests. I design
ABS in two ways to minimise the noise of measurement, since it is hard to capture how
investors perceive the business scale of an auditor based on all public information. First,
I classify auditors into two groups — the top five auditors and the rest — by either the
number of clients (DNUM) or the total assets of clients (DCLI). Such a classification
method is inspired by the long-tail theory, which posits that a few hot products with
famous brands dominate the entire market, since the theory also seems applicable to the
audit market (Anderson, 2006). ABS is equal to 1 if a firm hires a top-five auditor, and
0 otherwise. When ABS is a dummy variable, the CAR of each group can be compared.
To measure the audit business scale accurately, I identify auditors based on the list of
qualified CPA firms released by the CICPA after the annual inspection for year 2000-

4 See http://www.cicpa.org.cn/topnews/200804/t20080428 _1461.htm.
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2001. Auditors with different names in client reports are considered a single auditor if
they are listed by the CICPA as independent subsidiaries of an audit firm, such as the
Tianjian group. Second, ABS is measured by the number (NUM) or natural logarithm
of total assets (CLI) of clients. If an ABSE of regulation exists, S, should be positively
significant.

SP is equal to 1 if a firm reported a return on assets within [0, 0.01] in 2000, and 0
otherwise. LOSS is equal to 1 if a firm suffered a loss in 2000, and 0 otherwise. OP is a
dummy variable with a value of 1 if a company was issued a modified opinion in 2000,
and 0 otherwise. CURA is the current ratio of a firm. These indicators are proved to be
highly relevant to auditing activities (Wang and Chen, 2001; Chen et al., 2001). OCF
is a company’s cash flows from operating activities divided by total assets. HERS is the
Herfindahl-Hirschman Index of ownership percentage held by the top-five shareholders.
LIQ is the number of tradable shares divided by the number of outstanding shares. INDEP
is the proportion of independent directors. I also control for the debt ratio (LEV) and
the natural logarithm of total assets (S/ZE). Finally, I control for industry differences
by adding four dummy variables that capture the industry categories excluding the
financial industry. I use the six-category industry codes to reduce the probabilities of

multicollinearity.

2. Sample and Data Resources

I select the research sample by the following steps: First, of the 953 non-financial
A-share listed firms in the Chinese Stock Market Accounting Research (CSMAR)
database with complete financial data for 2000, I delete observations if an announcement
of events, such as rights offerings, seasoned equity offerings, cash dividends, violation
of profession rules, mergers and acquisitions, and major litigations, has been made
within the window [-5, 5]. In this step, I exclude 83 such observations to reduce the
noise of dependent variables. Second, I drop observations if the count of available daily
return data within [-120, 0] is less than 50, or the count of available daily return data
within [-5, 5] is less than 11. In this step, I delete 102 observations. Third, I delete 117
observations that hired the disqualified CPA firms in 2000, because their reactions to
regulation may contain an evaluation of the cost of auditor turnover, and because the
turnover dates cannot be fully identified from the annual reports. In addition, I also find
that several firms change their auditors after the disqualification events. Taken together,
these observations are not suitable for testing. Fourth, from the remaining observations
I delete 16 whose auditor turnover dates are not available in the annual reports or are
within the window [-5, +oo]. Finally, I delete 43 observations with missing data and

obtain 592 available observations.
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I winsorise each continuous variable except INDEP and NUM at the top and bottom
1 per cent. Table 1 presents outlier-adjusted descriptive statistics. As shown, observations
with small profits account for less than 10 per cent, observations with modified opinions
slightly more than 10 per cent, and observations of loss firms less than 6 per cent. Finally,
the average proportion of tradable shares in sample companies is less than 40 per cent,
and only a few firms have hired independent directors. I take financial and transaction
data from the CSMAR (Version 3.1) database and audit data from the Wind database.

Table 1 Descriptive Statistics

Variable Sample Size Std. Dev. Minimum Maximum Mean Median
CAR , 592 0.060 -0.220 0.129 -0.010 -0.003
DNUM 592 0.388 0.000 1.000 0.184 0.000
DCLI 592 0.349 0.000 1.000 0.142 0.000
NUM 592 11.792 2.000 49.000 22.926 20.000
CLI 592 0.754 21.934 25.528 24.238 24.241
SP 592 0.283 0.000 1.000 0.088 0.000
OP 592 0.315 0.000 1.000 0.111 0.000
LOSS 592 0.233 0.000 1.000 0.057 0.000
CURA 592 1.134 0.488 6.883 1.903 1.561
OCF 592 0.071 -0.149 0.250 0.046 0.043
HERS5 592 0.156 0.025 0.703 0.252 0.222
LIQ 592 0.121 0.127 0.734 0.385 0.366
INDEP 592 0.068 0.000 0.727 0.018 0.000
DE 592 0.159 0.075 0.839 0.412 0.403
SIZE 592 0.774 19.315 23.153 20.935 20.854

Variable Definitions: CAR 55 is CAR over a short window of [-5, 5], in which the daily abnormal
return is calculated by subtracting the daily return weighted by the market value of tradable shares
with cash dividends reinvested from the firm’s daily return with cash dividends reinvested. DNUM
is equal to 1 if a firm hires a top-five auditor sorted by the number of clients. DCLI is equal to
1 if a firm hires a top-five auditor sorted by size of clients. NUM is the number of clients. CL/
is the natural logarithm of total assets of clients. SP is equal to 1 if a company reported a return
on assets within [0, 0.01] in 2000, and 0 otherwise. LOSS is equal to 1 if a firm suffered a loss
in 2000, and 0 otherwise. OP is equal to 1 if a company has been issued a modified opinion in
2000, and O otherwise. CURA is the current ratio. OCF is a company’s cash flows from operating
activities divided by total assets. HERY is the Herfindahl-Hirschman Index of ownership percentage
held by the top-five shareholders. L/Q is the number of tradable shares divided by the number
outstanding shares. INDEP is the ratio of independent directors. DE is the debt ratio. SIZE is the

natural logarithm of total assets.
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IV. Empirical Results

To detect the ABSE of regulatory activities, I test the empirical relationship between
the audit business scale and the CAR of a disqualification event by group comparison

and regressions.

1. Group Comparison

I classify observations into two groups and compare the CARs of each group.
The Advantage group is composed of observations in which DNUM equals 1, and the
Common group is composed of the remaining observations. CAR is computed over
periods of [-1, 1], [-2, 2], [-3, 3], [-4, 4], and [-5, 5]. If the difference in CAR between
the Advantage group and the Common group is significant, then investors are likely to
revise their expectations of a client’s value based on the audit business scale. Figures 1

and 2 describe the results of the mean tests and median tests, respectively.

Figure 1 Mean Test of Group Comparison

Group Sample  CAR CAR CAR CAR CAR

1] 22 53] [44] [-5°5]
Advantage 109 0.002 0.004 0.002 0.002 0.002
Common 483 -0.003 -0.005 -0.011 -0.009 -0.013
T value 1.80" 2.57" 2.64"" 2.24™ 2.62""

—@— Advantage 0.005

1

—— Common 0 !
~ -0.005
O -0.01
-0.015
-0.02

Window Radius

Note: *, ** and *** denote two-tailed t-test significance at the 0.10, 0.05, and 0.01 levels,

respectively.

As Figure 1 shows, the difference in CAR between the Advantage group and the
Common group grows gradually from 0.005 to 0.015 as the research window increases,
and it is statistically significant. From Figure 2, it is also clear that the two groups differ
significantly in their median values. Taken together, the results suggest that the larger

the auditor’s business scale, the higher the market’s perceived audit quality will be.
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Figure 2 Median Test of Group Comparison

Group Sample ~ CAR ,,  CAR,,,  CAR ., CAR_,,6  CAR
Advantage 109 0.001 0.004 0.000 0.004 0.001
Common 483 -0.003 -0.002 -0.006 -0.003 -0.005
Z value 2.04™ 2797 2417 2.07™ 2.09"

—@&— Advantage 0.005
—il— Common 0

& -0.005
O -0.01
-0.015
-0.02

Window Radius

Note: *, ** and *** denote two-tailed Wilcoxon test significance at the 0.10, 0.05, and 0.01 levels,
respectively.

2. Test of Model 1

In this section I test ABSE by regressions; Table 2 describes the results of Model
1. The results of CAR with a window radius less than 5 are not listed for simplicity,
but will be shown in the sensitivity tests. As Table 2 shows, the significance of the 4BS
variables is two-tailed in all regressions, while corporate characteristics such as financial
risk and corporate governance are controlled for. This result suggests that the market
value of clients is adjusted based on the audit business scale, as the relation between
this and the cost of misconduct is demonstrated in the regulatory activities. The result
also supports my conjecture that the disqualification activities can warn against potential
opportunistic behaviour, and that audit business is related to perceived audit quality.

Table 2 Audit Business Scale Effect of Regulatory Activities — OLS

ABS = DNUM A4BS = DCLI ABS = NUM A4BS = CLI
B P B P B P B P
Intercept -0.0926 0.18 -0.0711 0.31 -0.1035 0.14 -0.2723"  0.00
ABS 0.0172™  0.01 0.0125°  0.08 0.0005"  0.01 0.0092"  0.01
SP -0.0519™  0.00 -0.0518"  0.00 -0.0523™  0.00 -0.0529™*  0.00
or 0.0109 0.20 0.0124 0.15 0.0113 0.18 0.0114 0.18
LOSS -0.0196" 0.09 -0.0225"  0.05 -0.0196"  0.09 -0.0210"  0.06
CURA 0.0005 0.86 0.0004  0.89 0.0004 0.89 0.0009 0.76
OCF 0.0928™  0.01 0.0901"  0.01 0.0956™  0.01 0.0933™  0.01
HERS 0.0408™"  0.04 0.0397"  0.05 0.0394™"  0.05 0.0359"  0.08
LIQ 0.0389 0.12 0.0373 0.14 0.0368 0.14 0.0351 0.16
INDEP -0.0257 0.48 -0.0311 0.39 -0.0233 0.52 -0.0304 0.40
DE 0.0001 1.00 0.0023 0.92 -0.0012 0.96 0.0041 0.86
SIZE 0.0023 0.50 0.0014  0.69 0.0025 0.47 0.0005 0.89
Sample 592 592 592 592
Adj R? 0.0846 0.0774 0.0830 0.0846
F Statistic 4.64™ 431" 4.56"" 4.64"

Note: *, ** and *** denote two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively.
The model includes industry dummies not listed for simplicity.
Variable Definitions: All variables are as defined in Table 1.
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3. Additional Tests

In this section, I perform additional tests to assess the validity of the empirical
relationship between audit business scale and perceived audit quality. In the first test, I
estimate the dependent variable in Model 1 by the method suggested by Karafiath (1988),
in which the following regression is estimated on each observation to compute KCAR:

DRET =a + f MDRET + pA, + fA, + A, +PA, +BA +PA +PA
+ﬁ9A8+ﬂ]0A9+ﬁ11A10+ﬂ12A11+8’ (2)

where DRET is a firm’s daily return with cash dividends reinvested. MDRET is
the daily return weighted by tradable share values of the market with cash dividends
reinvested. Equation 2 is estimated over the estimation period [-120,-5] and the forecast
period [-5, 5]. For each observation day i in the forecast period [-5, 5], there is one
dummy variable 4, with a value of 1 on that day only, and 0 otherwise. KCAR, ; , is the
sum of coefficients of the 11 dummy variables. Tables 3 shows the results of Model 1, in
which KCAR 55 is the dependent variable. The results are mostly consistent with those
of Table 2 except that the significance of ABS is single-tailed when the audit business
scale is defined as a dummy variable with a value of 1 if a firm hires a top-five CPA

firm sorted by client size (DCLI).

Table 3 Audit Business Scale Effect of Regulatory Activities — Dummy Variable Method
of Karafiath (1988)

ABS = DNUM ABS = DCLI ABS = NUM ABS = CLI
) P ) P p P I P
Intercept -0.0561 041 -0.0402 056 -0.0638 035 -0.1044%¢ (.04
ABS 0.0127% 004 0.0092 019 0.0004% 007 00070%  0.03
Sp 0.0495%%% 000 -0.0494¥% 000 -0.0497F% 000 -0.0502%*  0.00
oP 0.0125 0.14 00136 011 00128 0.13 00129 0.13
LOSS -0.0158 0.16  -0.0180 011 -0.0159 0.16 00167 0.14
CUR4 0.0012 069 0.0011 071 0.0011 071 0.0015 0.62
OCF 0.0688* 006 0.0667* 006 0.0707#% 005 00693 005
HERS 0.0376* 006 0.0368* 007 00367 007 0.0342* 0.09
L0 0.0332 0.8 00320 020 0.0316 020 0.0304 0.22
INDEP -0.0271 045 -0.0311 039 -0.0254 048 -0.0307 0.39
DE -0.0036 0.88  -0.0019 093 -0.0046 084 -0.0009 0.97
SIZE 0.0009 079 0.0002 094 0.0011 0.76 00005 0.89
Sample 589 589 589 589
Adj R? 0.0664 0.0623 0.0630 0.0669
F Statistic 379k 3.61%%k 3734k 3814k

Note: *, ** and *** denote two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively.
The model includes industry dummies not listed for simplicity.

Variable Definitions: All variables are as defined in Table 1.
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In the second test, I conduct the portfolio time-series regression of Sefcik and
Thompson (1986), which is designed to deal with econometric problems, such as cross-
sectional heteroscedasticity, that arise when the event windows are identical across
observations. The portfolio time-series regression provides results with unbiased standard
errors even if variables are missing in the cross-sectional regression. The following model

is estimated over 250 sample days of [-125, 125]:
PODET, = « + B, MDRET, + BEVT + ¢, 3)

where PODET, is returns of the portfolio weighted by the information of audit
business scale (4BS), and is estimated by the following steps. I construct an Nx2 matrix
(ONE,, ABS), in which ONE  is an Nx1 vector of ones and ABS is an Nx1 vector
of ABS, where ABS is defined as DNUM, DCLI, NUM, and CLI, respectively. N is the
number of sample firms that can be used to construct the portfolio. I then estimate the

following equation:

AV 4 = WONE
(A4 4 (W ) “4)

ABS

where 4 is the matrix constructed above, and W, is the row of portfolio weights
based on ABS. Last, PODET, is computed as the product of W, . and D, where D, is

an Nx1 vector of the sample firms’ daily returns with cash dividends reinvested. The

BS

number of sample firms in the portfolio time-series regression is higher than that of the
cross-sectional regression, because there is no need to control for firm characteristics
such as financial risk and corporate governance for 2000. But because the daily returns
of each firm within [-125, 124] should be continuous, I delete sample firms of which the
number of available daily return data is less than 240. I replace the remaining missing
data by the market daily return (MDRET) and winsorise the firms’ daily returns at the
top and bottom 1 per cent; I then compute PODET..

EVT is a dummy variable for the disqualification event during the five-day period
[-5, 5]. If perceived audit quality is positively related to audit business scale, 5, should
be positively significant. I also compute dummy variables D(i) for each day during [-5,
5] and conduct the single-day regression to achieve more statistical information. Table 4
demonstrates the results of Model 3; the results of single-day regressions are not reported
except those of the significant (single-tailed) dummy variables (D(7)) for simplicity.

As Table 4 shows, ABS is significant at the 0.13 level when it is defined as DNUM
and significant at the 0.08 level when it is defined as CLI. Moreover, it appears that
ABSE is activated during the window [0, 5] in which some dummy variables are not
significant. Taken together, the portfolio time-series regression provides evidence for
ABSE, and the power of such evidence is much weaker than that of the cross-sectional

regression.
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Basis of Portfolio DNUM DCLI NUM CLI

s P s P s P s P
Intercept 0.0001 0.36 0.0000 0.53 0.0002 0.17 0.0001 033
MDRET 0.0520%% 0.00  -0.0018***  0.00  -0.0435***  0.00  -0.0285***  0.00
EVT 0.0009 0.13 0.0000 0.23 0.0005 051 0.0006* 0.08
Sample 250 250 250 250
Adj R 0.2293 0.1960 0.0956 0.2254
F Statistic 38.04%#* 31.36%#* 14.16%%* 37.24%%%
Significant Days ~ D(2), D(3), D(3) None D(2), D(3) D(3), D(5)

Note: *, ** and *** denote two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively.
The single-day regression is PODET, = o + B, MDRET, + B,D(-5) + B.D(-4) + B, D(-3) +
BD(-2) + BD(-1) + B.D(0) + BD(1) + B,D(2) + B,D(3) + B, D#) + B,D(5) + .
Variable Definitions: MDRET is the daily return weighted by tradable share values of the
market with cash dividends reinvested. £V'T is a dummy variable for the disqualification

event during the five-day period [-5, 5]. D(i) is a dummy variable for day i during [-5, 5].

In the third test, I conduct a bootstrap regression, where the number of sampling
times is 1000, to re-test Model 1. Bootstrap regression loosens the requirements of data
distribution and provides more statistic information. As Table 5 shows, the significance
of ABS is two-tailed in the Z tests of all four equations, indicating that the results of
Table 2 are stable.

In the fourth test, I conduct a treatment effect regression to deal with the possible
endogenous problems of the research model. It seems that auditor competence has
a greater influence on audits of inventories and accounts receivable than auditor
independence. But the impact of regulatory activities focuses on auditor independence.
As a result, I use scales of inventory (INV) and accounts receivable (4R) as instrumentals
in the selection model for 4BS. Table 6 shows the results of a two-stage approach. From
Table 6, INV is significant in the selection model for ABS. The significance of ABS is
single-tailed when it is defined as DNUM, and two-tailed when it is defined as DCLI.
The results provide additional evidence for ABSE. The results of the maximum likelihood
estimation (MLE) approach are not shown for simplicity, since the significance of ABS is
two-tailed in both regressions. I consider that the results of the treatment effect regression
should be judged with caution, since it is hard to compute perfect instrumentals for

audit research (Francis and Lennox, 2008). In fact, this event study suffers less from
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endogenous problems, since it may cost firms much time to change their auditors, and

the selection of CPA firms is usually stable under the impact of disqualification.

Table 5 Bootstrap Regression

ABS = DNUM ABS = DCLI ABS = NUM ABS = CLI

s P p P p P p P
Intercept -0.0926 015 -0.0711 025 -0.1035 0.2 -02723%*  0.01
ABS 0.0172%#* (.01 0.0125* 0.08 0.0005** 0.01 0.0091#* 0.01
Sp 0.0519%* 000 -0.0518%* 000  -0.0523%* 000  -0.0529%**  0.00
op 0.0109 027 0.0124 021 0.0113 0.24 0.0114 024
LOSS -0.0196 019 -0.0225 0.14  -0.019 019 -0.0210 0.16
CURA 0.0005 0.84 0.0004 0.88 0.0004 0.87 0.0009 0.72
OCF 0.0928** 0.02 0.0901** 0.03 0.0956** 0.02 0.0933** 0.02
HERS 0.0408** 0.05 0.0397* 0.06 0.0394#* 0.05 0.0359* 0.09
LIQ 0.0389 0.13 0.0373 0.14 0.0368 0.15 0.0351 0.17
INDEP -0.0257 053 -0.0311 042 -0.0233 054 -0.0304 043
DE 0.0001 1.00 0.0023 092 -0.0012 0.96 0.0041 0.86
SIZE 0.0023 047 0.0014 0.65 0.0025 045 0.0005 0.88
Sample 592 592 592 592
Adj R 0.0846 0.0774 0.0830 0.0846
Wald 2 49.82%* 37.30%#+ 51.59%#* 44.91%%*

Note: *, ** and *** denote two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively.
The model includes industry dummies not listed for simplicity.

Variable Definitions: All variables are as defined in Table 1.

Finally, I conduct some tests in which samples or variables are changed to check
the sensitivity of the results of Model 1. Table 7 shows the statistical information of
ABS.

In Test 1, I estimate ABSE in a shorter window [-2, 2] and find that the results

are quite similar to those of Table 1, except that the significance of ABS is single-tailed
when it is defined as CLI. In Test 2, I compute 4BS based on audit data of 2000 and
find that the P value of DCLI is greater than 0.2; however, the significance of ABS is
two-tailed in the other three equations. In Tests 3 and 4, I test ABSE on full samples
of which the observations with missing trade data or with a major event in the period
[-5, 5] are not deleted, and on the minimum sample of which all auditor turnover firms

are deleted. As Table 7 shows, the results are the same as those of Table 2.
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Table 6 Treatment-Effect Regression

Number of Clients Size of Clients
DNUM CAR,, , DCLI CAR,,
1™ Regression 2 Regression 1" Regression 2 Regression

s P s P s P s P
ABS 0.0825 0.14 0.1535%%* 0.01
Intercept -1.4390 041 -0.0919 021 9.6441% (.00 0.1750 020
SP -0.0675 077 -0.0510%# 000  -0.1374 0.60  -0.0480%**  0.00
op 0.3342 0.11 0.0061 054 -0.0314 0.90 0.0143 0.19
LOSS -0.6927%* 005 -0.0075 0.64  -0.0993 077 -0.0186 020
CURA 0.0003 0.92 0.0003 0.93
OCF 0.0925%*+* (.01 0.0911#* 0.02
HERS -0.8241 0.11 0.0516%* 003 -09124 0.11 0.0605** 0.03
LIQ -0.5521 038 0.0471% 009  -0.3758 0.58 0.0459 0.15
INDEP 0.6677 047 -0.0351 038 2.1933%* 001 -0.1206** 0.04
DE 0.9018** 0.04  -0.0172 0.54 0.4626 033 -0.0130 0.64
SIZE 0.0262 0.76 0.0018 0.64 0.4100¥** —0.00  -0.0114 0.10
INV 1.0067* 0.06 0.8744 0.13
AR -0.7167 021 -0.2333 0.70
Hazard
Lambda -0.0374 0.24 -0.0774%%* (.02
Sample 592 592
Wald 70.274*% 82.91¥**

Note: *, ** and *** denote two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively.
The model of CAR/-5,5] includes industry dummies not listed for simplicity.
Variable Definitions: /NV is inventories divided by total assets. 4R is accounts receivable
divided by total assets. The remaining variables are as defined in Table 1.

Table 7 Sensitivity Tests

ABS = DNUM ABS = DCLI ABS = NUM ABS = CLI

s P p P p P s P
Test 1: Use of CAR , , as dependent variables
ABS 0.0102%#* 0.00 0.0065* 0.10 0.0003** 0.02 0.0026 0.16
Test 2: Computation of 4BS based on audit data of 2000
ABS 0.0120% 0.08 0.0087 022 0.0004* 0.07 0.0071%* 0.02
Test 3: Test with full sample, including sample with missing trade data and sample with a major event in the period [-5, 5.
ABS 0.0130¥%* 0.01 0.0133** 0.04 0.0004** 0.03 0.0071%* 001
Test 4: Test with 567 samples in which all firms with a turnover of auditor in 2001 are deleted.
ABS 0.0160¥** (.01 0.0108 0.14 0.0005%* 0.02 0.0085¥* 001

Note: *, ** and *** denote two-tailed significance at the 0.10, 0.05, and 0.01 levels, respectively.
The model includes industry dummies not listed for simplicity.
Variable Definitions: All variables are as defined in Table 1.
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V. Conclusions

According to the quasi-rent theory, the audit business scale is positively associated
with the benefits of providing high quality audit services; the theory of pocket’s depth
draws the same conclusion (DeAngelo, 1981; Dye, 1993). On the basis of an event study
of disqualification activities in China’s audit market, this paper provides evidence that
ABSE can be a result of regulatory activities, as the disqualification events demonstrate
the relation between the audit business scale and the cost of opportunistic behaviour.
In short, if opportunistic behaviour leads to a loss of all business, then large auditors
with more business or bigger clients will have more incentive to commit to high quality
services. The empirical results reveal the formation mechanisms of ABSE apart from
the reputation and litigation systems. This paper also provides another piece of evidence
regarding the positive economic consequences of regulatory activities in China. In
addition, this research has implications for audit practices, such as the governance of
adverse selection in the audit market. At last, the following limitations are worth noting:
First, this research is designed based on perceived market indicators; the results may be
affected by the market’s capabilities in acquiring information on regulation. Moreover,
it is hard to identify all potential economic explanations for the statistical results even
using multiple variables in the tests. Second, care must be taken in drawing inferences
from the results of the portfolio time-series regression, as the results are weaker than
those of the cross-sectional regressions. Third, the research design does not directly cover
all economic aspects, such as the interaction among auditors, management, and investors

in the real audit market.
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